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make a change is obtained under para-
graph (d) (4) of § 1.614–2, paragraph (f)
(7) of § 1.614–3, or paragraph (b) (3) or (e)
(5) of § 1.614–5, whichever is applicable.

(d) Abandonment and casualty losses.
In the case of mineral interests which
are aggregated or combined as one
property, no losses resulting from
worthlessness or abandonment are al-
lowable until all the mineral rights in
the entire aggregated or combined
property are proven to be worthless or
until the entire aggregated or com-
bined property is disposed of or aban-
doned. Casualty losses are allowable in
accordance with the rules applicable to
casualty losses in general. For rules
applicable to losses in general, see sec-
tion 165 and the regulations there-
under.

[T.D. 6524, 26 FR 159, Jan. 10, 1961, as amend-
ed by T.D. 6859, 30 FR 13701, Oct. 28, 1965; T.D.
7728, 45 FR 72650, Nov. 3, 1980]

§ 1.614–7 Extension of time for per-
forming certain acts.

Sections 1.614–2 to 1.614–5, inclusive,
require certain acts to be performed on
or before May 1, 1961 (the first day of
the first month which begins more
than 90 days after the regulations
under section 614 were published in the
FEDERAL REGISTER as a Treasury deci-
sion). The district director may, upon
good cause shown, extend for a period
not exceeding 6 months the period
within which such acts are to be per-
formed, and shall, if the interests of
the Government would otherwise be
jeopardized thereby, grant such an ex-
tension only if the taxpayer and the
district director agree in writing to a
corresponding or greater extension of
the period prescribed for the assess-
ment of the tax, or in the case of tax-
able years described in section
614(c)(3)(E), the assessment of the tax
resulting from the exercise or change
in an election.

[T.D. 6561, 26 FR 3523, Apr. 25, 1961]

§ 1.614–8 Elections with respect to sep-
arate operating mineral interests
for taxable years beginning after
December 31, 1963, in the case of oil
and gas wells.

(a) Election to treat separate operating
mineral interests as separate properties—
(1) General rule. If a taxpayer has more

than one operating mineral interest in
oil and gas wells in one tract or parcel
of land, he may elect to treat one or
more of such interests as separate
properties for taxable years beginning
after December 31, 1963. Any such in-
terests with respect to which the tax-
payer does not so elect shall be com-
bined and treated as one property. Non-
operating mineral interests may not be
included in such combination. There
may be only one such combination in
one tract or parcel. Any such combina-
tion of interests shall be considered as
one property for all purposes of sub-
title A of the Code for the period to
which the election applies. The pre-
ceding sentence does not preclude the
use of more than one account under a
single method of computing deprecia-
tion or the use of more than one meth-
od of computing depreciation under
section 167, if otherwise proper. Any
reasonable and consistently applied
method or methods of computing de-
preciation of the improvements made
with respect to the separate interests
which are combined may be continued
in accordance with section 167 and the
regulations thereunder. Except as pro-
vided in paragraph (b) of this section,
such an interest in one tract or parcel
may not be combined with such an in-
terest in another tract or parcel. For
rules with respect to the allocation of
the basis of an aggregation of separate
operating mineral interests under this
section among such interests as of the
first day of the first taxable year be-
ginning after December 31, 1963, see
paragraph (a) (2) (ii) of § 1.614–6. For the
definition of operating mineral interest
see paragraph (b) of § 1.614–2.

(2) Election in respect of newly discov-
ered or acquired interest or interest ceas-
ing to participate in cooperative or unit
plan of operation. (i) If the taxpayer
makes an election under this para-
graph in respect of an operating min-
eral interest in a tract or parcel of land
and, after the taxable year for which
such election is made, an additional
operating mineral interest in the same
tract or parcel is discovered or ac-
quired by the taxpayer or is the subject
of an election under this paragraph be-
cause it ceases to participate in a coop-
erative or unit plan of operation to
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which paragraph (b) of this section ap-
plies, the additional operating mineral
interest shall be treated:

(a) If there is no combination of in-
terests in such tract or parcel, as a sep-
arate property unless the taxpayer
elects to combine it with another in-
terest, or

(b) If there is a combination of inter-
ests in such tract or parcel, as part of
such combination unless the taxpayer
elects to treat it as a separate prop-
erty.

(ii) The application of this subpara-
graph may be illustrated by the fol-
lowing example:

Example. Prior to 1964 a taxpayer acquired,
and incurred development expenditures with
respect to, three operating mineral interests
in oil, designated Nos. 1, 2, and 3. All three
interests are in the same tract or parcel of
land. For the taxable year 1964, the taxpayer
elects to treat such interests as three sepa-
rate properties. During the taxable year 1965,
the taxpayer discovers and incurs develop-
ment costs with respect to a fourth oper-
ating mineral interest, No. 4, in the same
tract of land. During the taxable year 1966,
the taxpayer discovers and incurs develop-
ment costs with respect to a fifth operating
mineral interest, No. 5, in the same tract of
land. If the taxpayer makes no election rel-
ative to No. 4 for 1965, such interest will
thereafter be treated as a separate property.
Alternatively, the taxpayer may make an
election for 1965 to combine No. 4 with any
one (and only one) of the three other inter-
ests and to treat such combination as one
property. If, for example, he elects to com-
bine No. 4 with No. 3, then in 1966, No. 5 will
automatically become part of the combina-
tion of Nos. 3 and 4 if no election is made to
treat it as a separate property. After the
combination of Nos. 3 and 4 is formed, Nos.
1 and 2, which were acquired or discovered
prior to the formation of the combination
and which were not included in such com-
bination within the time prescribed, may not
be included in that or any other combina-
tion. However, see subparagraph (3) (iv) of
this paragraph.

(3) Manner and scope of election— (i)
Election; when made. Except as provided
hereafter in this subdivision (i), any
election under subparagraph (1) or (2)
of this paragraph shall be made for
each operating mineral interest not
later than the time prescribed by law
for filing the income tax return (in-
cluding extensions thereof) for which-
ever of the following taxable years is
later:

(a) The first taxable year beginning
after December 31, 1963; or

(b) The first taxable year in which
any expenditure for development or op-
eration in respect of such operating
mineral interest is made by the tax-
payer after his acquisition of such in-
terest.
Notwithstanding the provisions of (a)
and (b), if it is determined that the op-
erating mineral interest in respect of
which the election is to be made was,
during what would otherwise be the en-
tire effective period of the election in-
sofar as it would apply to the appro-
priate taxable year determined under
(a) and (b), participating in a coopera-
tive or unit plan of operation to which
section 614(b)(3) applies, the election
shall be made not later than the time
prescribed by law for filing the income
tax return (including extensions there-
of) for the taxable year in which the in-
terest ceases to participate in the coop-
erative or unit plan. See subdivision
(iii) of this subparagraph for provisions
relating to the effective date of an
election and paragraph (b) of this sec-
tion for provisions relating to certain
unitization or pooling arrangements.
For purposes of this subparagraph, ex-
penditures for development include any
intangible drilling or development
costs within the purview of section
263(c). Delay rentals are not considered
as expenditures for development. For
purposes of this subparagraph, the ac-
quisition of an option to acquire an
economic interest in minerals in place
does not constitute the acquisition of a
mineral interest.

(ii) Election; how made. Any election
under this paragraph shall be made by
a statement attached to the income
tax return of the taxpayer for the first
taxable year for which the election is
made. This statement shall identify by
name, code number, or other means the
operating mineral interests within the
same tract or parcel of land which the
taxpayer is electing to treat as sepa-
rate properties or in combination, as
the case may be. The statement shall
also identify by name, code number, or
other means the tract or parcel and
shall set forth the facts upon which its
treatment as a single and entire tract
or parcel is based. See paragraph (a) (3)
of § 1.614–1. However, if the taxpayer is
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electing to treat all of his operating
mineral interests in a tract or parcel as
separate properties, a blanket election
with respect to all of such interests in
that tract or parcel which are owned
by the taxpayer at the time the elec-
tion is made will suffice and only the
tract or parcel itself need be so identi-
fied. The taxpayer shall maintain and
have available records and maps suffi-
cient to clearly define the tract or par-
cel and all of the taxpayer’s operating
mineral interests therein.

(iii) Election; when combination effec-
tive. (a) If, by reason of the exercise or
nonexercise of an election under this
paragraph, a combination is formed of
two or more operating mineral inter-
ests, all of which are owned and oper-
ated by a taxpayer on the first day of
the first taxable year beginning after
December 31, 1963, and are not partici-
pating in a cooperative or unit plan of
operation to which paragraph (b) of
this section applies on such first day,
the combination is effective on such
first day.

(b) If, by reason of the exercise or
nonexercise of an election under this
paragraph, a combination of operating
mineral interests not described in (a) of
this subdivision (including a combina-
tion described in (a) to which another
operating mineral interest is added) is
formed, the date on which each oper-
ating mineral interest which is being
combined by the taxpayer for the first
time enters into the combination is the
later of (1) the earliest date within the
taxable year affected on which the tax-
payer incurred any expenditure for de-
velopment or operation of such interest
at a time when such interest was not
participating in a cooperative or unit
plan of operation to which paragraph
(b) of this section applies, or (2) the
earliest date on which the taxpayer in-
curred any expenditure for develop-
ment or operation of any other interest
with which such interest is to be com-
bined at a time when such other inter-
est was not participating in a coopera-
tive or unit plan of operation to which
paragraph (b) of this section applies.

(c) The application of these provi-
sions may be illustrated by the fol-
lowing examples:

Example 1. In 1963, a taxpayer owned and
operated mineral interests Nos. 1 and 2, both

of which are in the same tract or parcel of
land. Neither No. 1 nor No. 2 participates in
a cooperative or unit plan of operation. The
taxpayer, who is on a calendar year basis,
continued to own and operate these interests
during the year 1964, and made no election
with respect to such interests in his income
tax return for that year. As a result, Nos. 1
and 2 are combined as of January 1, 1964.

Example 2. Assume that the taxpayer de-
scribed in example 1 discovered operating
mineral interests Nos. 3 and 4 in the same
tract or parcel of land as Nos. 1 and 2, that
he made his first expenditures for the devel-
opment of No. 3 on June 1, 1964, and of No. 4
on September 1, 1964, and that, in a timely
return for 1964, he elected to treat No. 3 as a
separate property and made no election with
respect to No. 4. As a result, No. 3 is treated
as a separate property and No. 4 joins the
combination of Nos. 1 and 2 as of September
1, 1964.

Example 3. On March 1, 1964, a taxpayer ac-
quired a tract or parcel of land containing
operating mineral interests Nos. 1 and 2. The
taxpayer made his first operating expendi-
tures on No. 1 on April 1, 1964. On October 1,
1964, the taxpayer made his first develop-
ment expenditures with respect to operating
mineral interest No. 2. The taxpayer made
no election with respect to these interests.
As a result, Nos. 1 and 2 enter into a com-
bination as of October 1, 1964.

(iv) Election; binding effect. A valid
election made under section 614(b) and
this subparagraph shall be binding
upon the taxpayer for the first taxable
year for which made and for all subse-
quent taxable years. However, notwith-
standing the preceding sentence, an
election to treat one or more operating
mineral interests as separate prop-
erties shall not prevent the making of
a later election to combine a newly dis-
covered or acquired operating mineral
interest with one of such interests, if
no other combination exists in the
tract or parcel of land on the date
when the later election would become
effective under subdivision (iii) of this
subparagraph. Nor will an election to
treat an operating mineral interest as
a separate property prevent its treat-
ment with another interest as a single
property under paragraph (b) of this
section if such interest later partici-
pates in a cooperative or unit plan of
operation to which paragraph (b) ap-
plies. For rules relating to the binding
effect of an election in certain cases in
which the basis of a separate or com-
bined property in the hands of the
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transferee is determined by reference
to the basis in the hands of the trans-
feror, see paragraph (c) of § 1.614–6.

(b) Certain unitization or pooling ar-
rangements. (1) Except as provided in
this paragraph, if one or more of the
taxpayer’s operating mineral interests,
or a part or parts thereof, participate,
under a voluntary or compulsory unit-
ization or pooling agreement as defined
in subparagraph (6) of this paragraph,
in a single cooperative or unit plan of
operation, then for the period of such
participation in taxable years begin-
ning after December 31, 1963, such in-
terest or interests, and part or parts
thereof, included in such unit, shall be
treated for purposes of subtitle A of the
Code as one property, separate from
the interest or interests, or part or
parts thereof, not included in such
unit.

(2) Subparagraph (1) of this para-
graph shall apply to a voluntary agree-
ment only if all the operating mineral
interests covered by the agreement are
in the same deposit or are in two or
more deposits, the joint development
or production of which is logical, with-
out taking tax benefits into account,
from the standpoint of geology, con-
venience, economy, or conservation,
and which are in tracts or parcels of
land which are contiguous or in close
proximity. Operating mineral interests
under a voluntary agreement to which
subparagraph (1) does not apply are
subject to the rules contained in para-
graph (a) of this section. For purposes
of this paragraph an agreement is vol-
untary unless required by the laws or
rulings of any State or any agency of
any State.

(3) Notwithstanding the provisions of
subparagraph (1) of this paragraph, if
the taxpayer, for the last taxable year
beginning before January 1, 1964, treat-
ed as separate properties two or more
operating mineral interests which par-
ticipate, under a voluntary or compul-
sory unitization or pooling agreement
entered into in any taxable year begin-
ning before January 1, 1964, in a single
cooperative or unit plan of operation,
and if it is determined that such treat-
ment was proper under the law applica-
ble to such taxable year, the taxpayer
may continue to treat all such inter-
ests in a consistent manner for the pe-

riod of such participation. If it is deter-
mined that such treatment was not
proper under the law applicable to such
taxable year, or if the taxpayer does
not continue to treat all such interests
in a manner consistent with the treat-
ment of them for the last taxable year
beginning before January 1, 1964, the
treatment of the interests shall be in
accordance with the provisions of sub-
paragraph (1).

(4) If only a part of an operating min-
eral interest, which interest is not
being treated under paragraph (a) of
this section as part of a combination of
interests, participates in a unit or pool,
such part shall, for the period of its
participation in the unit or pool, be
treated for purposes of this section as
being separate from the nonpartici-
pating portion of the operating mineral
interest of which it is a part. A portion
of the adjusted basis and of the units of
mineral of such operating mineral in-
terest remaining at the beginning of
the period described in the preceding
sentence shall be allocated to the par-
ticipating part in accordance with the
principles contained in paragraph
(a)(2)(i)(a) of § 1.614–6 as if such partici-
pating part had been sold. If participa-
tion in the unit or pool ends, the sepa-
rate status of the participating part
shall immediately terminate. At such
time the adjusted basis of such part
and the units of mineral with respect
to such part remaining at the time of
termination shall be added to the ad-
justed basis and to the remaining units
of mineral of the nonparticipating por-
tion of the operating mineral interest.
During the period of participation in
the unit or pool such participating part
shall not be treated separately from
the nonparticipating portion of the op-
erating mineral interest in applying
section 165.

(5) Where an operating mineral inter-
est which is being treated under para-
graph (a) of this section as part of a
combination of interests begins par-
ticipation in a unit or pool, the com-
bination shall remain in force but the
treatment of such participating inter-
est as a part of the combination shall
be suspended for the period of its par-
ticipation in the unit or pool. If, for ex-
ample, a taxpayer owns operating min-
eral interests Nos. 1, 2, and 3 in a single
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tract or parcel of land, elects to treat
No. 1 as a separate property (with min-
eral interests Nos. 2 and 3 thus being
combined), is later required by an
agency of a State to place No. 2 in a
unit, and subsequently discovers oper-
ating mineral interest No. 4 in the
same tract or parcel of land, then
under paragraph (a)(2)(i)(b) of this sec-
tion No. 4 will automatically be com-
bined with No. 3 unless the taxpayer
elects to treat it as a separate prop-
erty. Under this subparagraph, an in-
terest may be treated as part of a com-
bination for a portion of a taxable year
and as part of a unit or pool for a por-
tion of a taxable year. At the com-
mencement of participation in the unit
or pool, a portion of the adjusted basis
of the combination and a portion of the
units of mineral with respect to the
combination remaining at that time
shall be allocated to such participating
interest in accordance with the prin-
ciples contained in paragraph
(a)(2)(i)(a) of § 1.614–6 as if such interest
had been sold. During the period of par-
ticipation in the unit or pool such par-
ticipating interest is nevertheless
treated as a part of the combination
for purposes of paragraph (d) of § 1.614–
6. If participation in the unit or pool
ends, the treatment of such interest as
participating in the unit or pool shall
immediately terminate. At such time,
the adjusted basis of the participating
interest and the units of mineral with
respect to such interest remaining at
the time of termination shall be added
to the adjusted basis and to the re-
maining units of mineral of the non-
participating portion of the combina-
tion. In determining the adjusted basis
of the participating interest at the
time of termination there shall be
taken into account any section 1016 ad-
justments attributable to such interest
for the period of its participation in
the unit or pool. If two or more oper-
ating mineral interests of the taxpayer
participate in a unit or pool and are
treated as one property under subpara-
graph (1) of this paragraph, and if par-
ticipation by such interests in the unit
or pool terminates, the adjusted basis
of each such interest at the time of ter-
mination shall be separately deter-
mined. If the total of the adjusted
bases of such interests upon termi-

nation of their participation in the
unit or pool exceeds the adjusted basis
of such one property, then the adjusted
bases of such interests shall be further
adjusted by applying the principles
contained in paragraph (a)(2)(ii)(b)(ii)
of § 1.614–6 so that the total of the ad-
justed bases of such interests equals
the adjusted basis of such one property.
In addition, the units of oil and gas es-
timated to be attributable to a partici-
pating interest at the time of termi-
nation of participation shall be re-
stored to the units of oil and gas of the
combination of which it is a part. The
rules stated in this subparagraph with
respect to an operating mineral inter-
est which is being treated under para-
graph (a) of this section as part of a
combination and which begins partici-
pation in a unit or pool shall also apply
to a portion of an operating mineral in-
terest which is being treated under
paragraph (a) as part of a combination
if such portion begins participation in
a unit or pool.

(6) As used in this paragraph, the
term unitization or pooling agreement
means an agreement under which two
or more persons owning operating min-
eral interests agree to have the inter-
ests operated on a unified basis and
further agree to share in production on
a stipulated percentage or fractional
basis regardless of from which interest
or interests the oil or gas is produced.
In addition, in a situation in which one
person owns operating mineral inter-
ests in several leases, an agreement of
such person with his several royalty
owners to determine the royalties pay-
able to each on a stipulated percentage
basis regardless of from which lease or
leases oil or gas is obtained is also con-
sidered to be a unitization or pooling
agreement. No formal cross-convey-
ance of properties is necessary. An
agreement between co-owners of a
tract or parcel of land or a part thereof
for the development of the property by
one of such co-owners for the account
of all is not a unitization or pooling
agreement, provided that the agree-
ment does not affect ownership of min-
erals or entitle any such co-owner to
share in production from any operating
mineral interests other than his own.

(c) Operating mineral interest defined.
For the definition of the term operating
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mineral interest as used in this section,
see paragraph (b) of § 1.614–2.

(d) Alternative treatment under Internal
Revenue Code of 1939. If, on the day pre-
ceding the first day of the first taxable
year beginning after December 31, 1963,
the taxpayer has any operating min-
eral interests which he treats under
section 614(d) (as in effect before the
amendments made by the Revenue Act
of 1964) and § 1.614–4, such treatment
shall be continued and shall be deemed
to have been adopted pursuant to the
provisions of section 614(b) and para-
graph (a) of this section. Accordingly, a
taxpayer, who has four operating min-
eral interests in a single tract or parcel
of land, and who has treated two of
such interests as one property and two
of such interests as separate properties
under section 614(d) prior to the first
day of the first taxable year beginning
after December 31, 1963, is deemed to
have adopted such treatment pursuant
to the provisions of section 614(b) and
paragraph (a) of this section. Hence, in
the absence of an election to the con-
trary, a fifth operating mineral inter-
est in the same tract or parcel acquired
by the taxpayer in a taxable year be-
ginning after December 31, 1963, will,
after an expenditure for development
or operation, be combined with the
combination of two interests made
under section 614(d). Furthermore, an
election which was made for a taxable
year beginning before January 1, 1964,
under section 614(d) as then in effect
will be binding for all taxable years be-
ginning after December 31, 1963, even
though the time for making an election
under section 614(b) and paragraph (a)
of this section has not elapsed.

[T.D. 6859, 30 FR 13703, Oct. 28, 1965]

§ 1.615–1 Pre-1970 exploration expendi-
tures.

(a) General rule. Section 615 pre-
scribes rules for the treatment of ex-
penditures (paid or incurred before
January 1, 1970) for ascertaining the
existence, location, extent, or quality
of any deposit of ore or other mineral
(other than oil or gas) paid or incurred
by the taxpayer before the beginning of
the development stage of the mine or
other natural deposit. Such expendi-
tures hereinafter in the regulations
under section 615 will be referred to as

exploration expenditures. The develop-
ment stage of the mine or other nat-
ural deposit will be deemed to begin at
the time when, in consideration of all
the facts and circumstances (including
the actions of the taxpayer), deposits
of ore or other mineral are shown to
exist in sufficient quantity and quality
to reasonably justify commercial ex-
ploitation by the taxpayer. A taxpayer
who elects under section (e) may treat
exploration expenditures under either
section 615(a) or section 615(b). See
§ 1.615–6 for the method of making the
election to treat exploration expendi-
tures under section 615. Under section
615(a), a taxpayer may, at his option,
deduct exploration expenditures paid
or incurred in an amount not to exceed
$100,000 for any taxable year. Under
section 615(b) and § 1.615–2, he may elect
to defer any part of such amount and
deduct such part on a ratable basis as
the units of produced minerals bene-
fited by such expenditures are sold. If
the taxpayer does not treat exploration
expenditures under either section 615
(a) or (b) in any year for which his elec-
tion under section 615(e) is effective,
the expenditures for such year will be
charged to depletable capital account.
The option to deduct under section
615(a) and the election to defer under
section 615(b), however, are subject to
the limitation provided in section
615(c) and § 1.615–4. In the case of cer-
tain corporations which are members
of an affiliated group which has elected
the 100 percent dividends received de-
duction under section 243(b), see sec-
tion 243(b) (3) and § 1.243–5 for limita-
tions on the option to deduct under
section 615(a) and the election to defer
under section 615(b).

(b) Expenditures to which section 615 is
not applicable. (1) Section 615 is not ap-
plicable to expenditures which would
be allowed as a deduction for the tax-
able year without regard to such sec-
tion.

(2) Section 615 is not applicable to ex-
penditures which are reflected in im-
provements subject to allowances for
depreciation under sections 167 and 611.
However, allowances for depreciation
of such improvements which are used
in the exploration of ores or minerals
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